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Appendices

Appendix A: A cautionary note on

comparisons of foreign direct investment

Comparisons of foreign direct investment (FDI) should be regarded
with great caution. Some argue that they should not be used at all due
to significantly differing methodologies. An analysis of methodological
problems suggests that overall comparisons are, at a minimum, less
useful than measurements of the trends — which in most data sources
show recent Japanese investment increasing at a rapid rate while U.S.
investment in the Asia-Pacific region has been relatively stagnant during
the past decade, especially as measured in constant dollars.

Japanese FDI data is based on notifications to the Japanese Govern-
ment of intent to carry out investment approved by the host government,
whereas U.S. data from the Department of Commerce’s Survey of Cur-
rent Business is based on estimated capital flows and equity positions
of U.S. firms and foreign affiliates. Thus Japanese data tends to be
anticipatory and the methodology tends to overstate Japanese invest-
ment when compared to U.S. investment as measured by the more
conservative U.S. method. Host government estimates, which often
are based on approvals of proposed investment, tend to overstate both
Japanese and U.S. investment.

In what is probably an extreme case of understating U.S. investment
compared with Japanese FDI, the U.S. Commerce Department valued
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U.S. investment in the People’s Republic of China (PRC) as of 1988
at only US$310 million, versus US$2.6 billion in approved investment
estimated by the Chinese Government. (Recent disinvestment in China
has brought U.S. equity down to under US$300 million.) On the other
hand, the Japanese Ministry of Finance estimate of US$2 billion in
cumulative notified Japanese FDI as of 31 March 1989 is nearly the
same as the Chinese estimate of US$2.1 billion.

Recipient countries vary widely in how they track foreign investment.
Hong Kong doesn’t keep overall data on foreign investment but con-
ducts an annual voluntary survey on manufacturing investment — by
admission an incomplete and imprecise process. The U.S. Survey of
Current Business shows US$594 million invested in manufacturing in
Hong Kong as of 1988, versus an original cost estimate of US$1.1 billion
shown by the Hong Kong Government’s annual report. Japanese data
similarly underestimates investment by about half compared to the
Hong Kong survey data — i.e. Japanese Ministry of Finance data shows
US$0.5 billion invested in manufacturing in Hong Kong as of 1988
versus US$0.9 billion estimated by the Hong Kong Government.

While it may be safe to assume that the PRC and Hong Kong are
atypical cases, individual country data tends to underscore the fact
that if U.S. and Japanese cumulative investment were measured on the
same basis, they would be somewhat closer to being equal. In terms
of new investment, it seems much clearer that Japan is outdistancing
the United States, though the extent of the gap is open to argument.

For a particularly scathing attack on FDI comparisons, see a paper
by Eric D. Ramstetter of Kansai University, Osaka, “An Overview
of Multinational Firms in Asia-Pacific Developing Economies: An
Introduction to the Commonplace Ignorance”, prepared for the Asian
Productivity Organization/Institute for Economic Development and
Policy Seminar on the Role of Foreign Direct Investment in Develop-
ment, held in Seoul, Korea, 16-20 September 1991.
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